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Aceountiar Perled Tnlin-e
Near Anoalieant:

e Vave consd Laget vour avolication for recoraftion of exesption fronm
fedoral fncomn tax motlery asction 501(e)(3) of the Taternal levenue Cote.

e iefor-ation auhteed Inlicates that you are a Pool foraed pursu-
e to a Jolnt Paoora forognent entered vt purguant to the srovicfons of

I ¢ e
B - rrtioes to the Anreasent dnclwle the public
etyeational acencies of [
&, |
B, > o-hers M omavoat a later late hecons signatory to the
‘vrpeent.,  Your functiots ared  ta provlde a geli-insurance n»lan and
gratem for jorters' Zamvensatisn clalyns analnst aeabar sgsacies and ao
eiy, to aecfors ar eontcact for the nerformance of the finanecfal admin-
istratiou, plicy lorunlation, claius service, leral represcntation,
safery oncincerine, and other devclopoents as necesszry for the payment
ani handline of all lortaers' Tompoansation clafzs aisainst ember agencles
15 remirel bw tate Llawy to provile industrially-injvrel evwnlovees of
gonur ucabers all benefits raquired under Yorker's Compensation laws; and
to uursun awy wenber's rizhta to subrogate to the rishes of injured
amnloyces dseiast a third party vhen appropriate. You have the vower and
agthority te erercise amy power cotuson to the public eoducational agencies
tar dre parties to tle Joint Fovers Agrcenent. NG
I of the I Code provides that
after completion of thie purpose of the Ajteement, any surplus money on
haad shall he returned {n proportion to contributiong uale.

"ach rienver amency will pay to the Pool, each fiscal year, an annual
arealun catculated on the Jockers' Cowpensatinon Inspection Rating Bureau
rate wultinlicl by ite estimated annual nayroll, multiplied by its
current experience modification factor. Should Jorkers' Compensation
clains (including reserves) against 211 members exceed the total yearly
premiuma, your Jozrt of Directors will assoss each member an additional
amouunt hased upen the percentage of yearly premiums paid by each member
relative to the total yearly premium paid by all acmbers. You are a
party to two reingurance apgreements which limit your liability for clalass

one «fth NN «ich includes a ¢EEENEEEEE

deluctible and SHIEE coverage per occurrence; and the other with




I 1:ich provides unlimited coverage
over that provided Ly NN

seetion 301(e)(2) of the Code provides for the exenption of
oryanizatiors orgnnizod and onsrated exclusively for churitahble purposes.

saection 1.301(e)(3)=-1(u)(l) of the lncoma Tax Repulations provides
that 12 urder to he exeapt as an organizacion described in section
501(e)(2), an orzanization nust he both nrpanized and operated exclusively
for one or norce of the purposes specified in such section. IF an orjani-
zatlon fafls to meet cither the organfzational test or the oncrational
test, it i3 not excapt.

foctdon 1.301(e) (L )=L(W)(1)(L) of the repulations prevides that an
or; anfzation is orsanized exclusively for one or more exeapt purposcs
cnly L{£ its articles of organlzation:

"{a) Limrit the nurposes of such orgzanization to onec or more
excapt purposes, and

(b) Do not expressly empower the organization to engage,
otherwise thar as an fnsubstantlal part of fts activities,
in activicies which in thenselves are not in furtherance
of onc or more exempt purposes..”

Seetion 1.501(¢r(3)~-1(b)(4) of the regulations provides that an
orpanization 15 not organized exclusively for one or more exempt purposes
unless 1its asects are dedicated to exempt purposes. An organization's
assets will not be considered dedicated to exempt purposes unless, by
reason of a previsicn in the orsanizing document or by operation of
state law, upon dissolution such assets will be distributed for one
oT more exempt purposes or to the government for a public purpose.

Section 1.501(c)(3)~1(d)(2) of the regulations provides that the term
“"charitable” 18 used in scction 501(c)(3) of the Code in 1its generally
accepted Jegzal sense. Such term Iincludes: relief of the poor and dis-~
tressed or of the underprivileged; advancement of religlon; advancement
of education or science; erectlon or maintenance of public bulldings,
monuaeuts, or works; lessening the burdens of government; and promotion
of social welfare by organizations designed to accomplish any of the above
purpeses, or (1) to lessen neighborhood ternsione; (11) to eliminate prejudice
and digcrimination; (4111) to defend human and civil rights secured by laws
or (iv) to combat coumunity Adeterioration and juvenile delinquency.



seetfon L.501(2) (N =1(e) (1) of the resulations provides, in senetal,
that an arganization nay neet the requirementa of section 501(c) (3) of
the Code althoush 1t sperates a traiz or husiness as a substantial part
of 1its activities, {f the operation of guch trade or lusiness is in
furtherance of the orzanizaton's exeapt purpose or purposes and if the
orranization is not ornanize! ot operated for the primary purpose of
carrying oa an unrelatad trade or business, as Jdefired ir sectlion 513.
In Aeteraining the exdstence or nonexdstence of such primaxy purpose, all
the facts ana clreuarstances must bhe considared, inecluding the size and
extent of the trale or dciness and tha alze and exteut of the activities
which are in furtherance of one or wore exenpt purpnses. An organization
whichi {a organlzed and operated for the primary purpose of carrying on an
unrelated trade or busfaess s not exewpt under gention 5S0L(c) (3).

neveaua Ruline =334, 1060=2 C.B, 172, provides that a wholily
owned state or rmnicipal dnstrumentality that 1a a separate entity acd a
counterpart of an ormanization described in section 521(c) (3) of tha Code
may qualify for exemption under that gecticn.

Revenue Mulins 71-529, 1271~2 C.R. 234, states that a nonprof it
organization that providen assistanca and management of endowsent aund
investnant €unds for psrticipating colleres and universities for a charge
nuhstantinlly helow the acrual cost to the nrovidar qualifiaes for exenptior
under zacticn 571(c)(3) ot the Code.

Revenue Ruling 72369, 1972-2 C.7%, 245, states that an organization
fornad to provide wanacerial and consulting services at cost to unrelated
exenpt orcganizations Jdoes not qualify for exemption under section 501(¢) (3)
of the Code.

An orpanuization is not recoinized as exempt merely because its opaera-
tions are not conducted for the purpose of producing a profit. To satisfy
the "oparational tewst,” the orsanization's resources must be devoted to
purposes that gqualify as exclusively charitable within the meaning of
section 501(e)(3) of the Code and applicable repulatlions.

An orzanization operated for the primary purpose of carrying on a
trude or busiress ordinarily carried on for profit does aot qualify for
exoeaption from taxation under section 501(c)(3) unleas the service is
provided to a participating section 501(e)(3) orpanization at a charge
substantially belou cost as deseribed in Pev. Rul. 71=529,

Your provision of administrative and management services for member
agencies with respect to their Workers' Compensation liability, and the
related functions that you undertake in return £or the preniums paid, 1is
a trade or business of the type ordinarily carried on for profit. The
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faet that the »ranfacs are baced op actual cost 48 ant suffieclert ro
charactaeri=ze yeur activitles az chavitable wdthin the maaning ol gectlon
SOLLe) (1) ainee the aervicea will be providel at cost and not on a cabe=
stortin v oolar eogt basis.  See Yeve ful. 70-529. Your primary activity
Foamersting 2 onlfefuntal tUartaereg! Zompensation peold s _ahereatly
canwrelal In nmatvre ant Le o oar consictsnt with exermtion wwdas asction
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Furtlies, vour or-ardzational Jocument, the Joint PYowaers Ajjrecmcat,
nalther Yinalta vour surpoiarr tg one Or rore eLempt purposes nar parvanantly
teltcatan vonr asots to auwant purnoses,  {(Seckion 1.9091.(c) (3)=)(h) of

the Pocalationns)

Pevrenge Maline 7u-4l, 1470=1 Cuh. 142, is Alastingulshakle from your
ciruntinn since that cage fuvolwes a trust craated ly, and operatad as un
nteral part of J oan osenst hoegpleoale The hnspital Adrects nayneuts for
the trust ant ke o)1 taecdnlons concerning which clalms tn nave The
trvatse weralv acts as o MHakursing avcent. The hoapital may also advise
the trustae an to the favestsent of the trust funds within llaito estab-
Vished Ip thr rrast aocacant.  his degree of coutrol over, and involve-
vent In the operation of tae organization Ls not sresent in your case
2irh respeet to epacn of the nartfedpating wewber apencley,

Therefore, we coacluin that vou are not orpganized and operated
encluirively for one or «ore of the purposes described ln section
304(RY{) of the Undes You are required to file federal income tax
roturns.  Coatriibmt{ous o you are not deductihble under mectlon
179 of the Ondo.

Aouaver, in the avent tiit vou are a nolitical subsivision of the
state of falifaraia, or a yholly=nmed inatruuentality, contrihutions to
vos oty be dedustinhle under aoctiorn 170(e) (1), to th2 axtent nrovided in
gection 1L7N0(H). TF wou wish a determination as to whether you are an
inatrunentalicr or rolitical subdiviaiona, yon ahould request a ruling
fron thn Nffica of hief Zounsal, CUsTHD:T, 1111 Constitution Avenue,
UoMe, lashington, M.l 2%74.  Guch raguest ashould be {liled in accordance
with 2uv. Proc. ibd=1,1734-1 T.%.n.10.

You have the ri~sht to vrotest this .ruling 1f you delicve it ie incor-
rect. To protest, you should submit a statensent of your views wvith a full
expianatlon of your rensoalnm. This statement, signal by one of your
osrincinal off{cers, rmat he submitted in duplicate within 21 days from the
date of this letter. VYou also have a right to a conference in this offlce
aftar vour statement 18 submdtted. You must request a confarence, if you
vant oac, whan you file your protest statement. If you are to be repre-
sented by soseona wno is not ona of your principal officers, that person
will need to file a proper power of attorney and otherwise qualify under
our Conference andl Practices Proceduces,




Form 1237 AiRa, v 0 Cala n A nend deesion of Foan 1837) P R b e

I8 wou In oot nrarest thiz raling 4in a tinely manner, {1t will be con=-
3ldevedt I, the Intoraal  wvenue Service a8 a fatlure to exliaugt available

alfnietrative rewa'fos, Section 7423(b) (2) of the Code provides, Iin part,
that a declavacary iolyeent or decvse under that section shall not bhe
tesun! 40 aw proceodins unless tne Tax Court, Claima Court, or Uistrict
Taugt of the Jaltod States for the District of Zoluabia determines that

the orpganization involvel "y oxbnustel adatnlstrative remediec avallable
to it Athia the Servire.

If we Ao not Lear {roo vou within 21 daga, this rulians will hecome
fina)l anl ecoples will he forwmelad to the Diatrict director, San ¥rancisco,
California, which {4 your “oy diatrict for exempt orzanfzation matters.
Theteafter, ans 1tastions ahout your federal income tax atatus or the
filine of tax raturns shnuld be addressed to that office., “en sending
aldlrinnal lattarg ofth respest to thils case to the Internal Revanga
Sarvice, vau will exnelite thelr recelipt by placing the follawing symbols

on tne eav:lope: . 7csc ayibols do not refer to

your case, but rather to its location.

In accordance with section 6104(¢c) of the Code, the approprinte atate
offictals will be natf{fiad of this action.

Sincerely yours,

I
Chief, Exempt Organizatious

N A Rulings Pranch
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